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Abstract: This study aims to explain the relationship between transactional 
leadership and organization innovativeness through organizational learning 
capability as a mediator. This research was conducted at UKM (Small and Medium 
Enterprises) in the City of Kendari, Southeast Sulawesi. The purposive sampling 
technique was applied in this study with 125 respondents. The findings in this 
study are that transactional leadership does not have a significant direct 
effect on organizational learning capability, but has a positive and significant 
direct effect on organization innovativeness. The results revealed that 
organizational learning capability has a very large positive and significant direct 
effect on organizational innovation, business organizations are expected to 
maximize their learning processes to create innovations to maintain and 
develop their existence in the future. 
Keywords: Transactional Leadership; Organizational Learning Capability (OLC); 
Organization Innovativeness (OI). 
Introduction 
Revolution 4.0 is the biggest challenge for organizations that are currently 
characterized by significant changes in the business 
environment. Organizations are faced with the entry of the era known as 
VUCA (Volatile, Uncertainty, Complexcity, Ambiguity) and organizations 
need to change themselves to face what is needed by the new 
environment, more demanding customers, smarter workers, and 
anticipate the ability to change by accelerating the development of 
new products, processes and services. Therefore, competitiveness cannot 
be continued with traditional management approaches in dealing with 
changes in organizational and leadership settings. The expectations of 
workers today also experience significant changes. Employees need 
skills to be more creative and technically competent to be able to 
work with new technology. Therefore, leaders must attract and 
motivate (reward, recognize, retain), train, educate and improve the 
performance of workers. Leaders must fulfill the 
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changing of needs and workers expectations, thus leading to the evolution of 
learning organizations (Singh, 2008). Many studies explain that leaders have an 
important role in increasing organizational effectiveness (Fawcett, Andraski, Fawcett, 
& Magnan, 2009; Tjahjono, 2009; Tjahjono & Palupi, 2015). Leadership style is one of 
the most important factors in connection with an organization's capacity to innovate 
and adapt to change (Eisenbeiss, Van Knippenberg, & Boerner, 2008). 
The small and medium business industry (UKM) is one of the supporting factors 
in supporting the economy in Indonesia, which is currently being greatly promoted so 
that its programs are widely promoted by both the government and the private sector. 
Small and medium businesses (SMEs) are the dominant face of people’s livelihood, 
capital needed is not too large and sufficient income makes many people choose to 
run this business. Indirectly, UKM is a forum that is able to explore the spirit of 
entrepreneurs in Kendari City. Entrepreneurship itself is the perspective of making 
choices to step in the life career. The spirit of entrepreneurship needs to be increased 
so that the population no longer limits their own fields by merely being stuck as job 
seekers (Welirang, 2007). The phenomenon suggests that the development of small 
businesses in seizing business opportunities in Kendari City also plays a role in 
increasing economic growth and community income. Besides having a strategic 
position in absorbing labor that has not been absorbed by other economic sectors. 
In the context of business competition, knowledge is an important source for 
various organizations. Knowledge can be well-managed by using an organizational 
learning approach. The rationale for organizational learning aims to develop new 
knowledge so that the company's human resources are not obsolete, so that the skills 
and knowledge possessed by employees are dynamic and also improve organizational 
performance (Morales, Jiménez, & Gutiérrez, 2012). 
Entrepreneurship in the City of Kendari, Southeast Sulawesi (Southeast 
Sulawesi) currently shows an encouraging growth trend. This can be seen with an 
increase in small and medium businesses (SMEs) which can be seen in table 1. 
The small and medium entrepreneurs are demanded to always learn and 
create innovations to maintain their existence in the world of entrepreneurship and in 
spreading entrepreneurial spirit. Learning in this case is referred to an effort to 
understand and apply strategies to create business continuity, develop businesses, and 
strategies to help create the seeds of new entrepreneurs in the surroundings. 
While the intended innovation is the entrepreneur's action to find something new in 
order to add value to their products, processes and business strategies so that they are 
superior to competitors. 
Table 1 Growth of Small and Medium Enterprises in Kendari City 
Year Number of 
medium business 
industries 
Percentage 
of Increase 
Number of small 
business industries 
Percentage of 
Increase 
2015 960 unit 2977 unit 
2016 1133 unit 18% 3662 unit 23% 
2017 1450 unit 28% 4578 unit 25% 
2018 1653 unit 14% 5219 unit 14% 
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The ability to learn and create innovation relies heavily on how leaders of an organization 
can act, the leadership style within an organization will be very supportive in encouraging 
the learning process and the process of creating innovation can be adopted by employees. 
Leadership style is one of the most important individual factors that promote company 
innovation because leaders can make decisions to introduce new ideas into the 
organization, set specific goals and encourage innovation among their subordinates 
(Aragon, García, & Cordón, 2007). They can also create an environment where employees 
feel protected, take risks, and therefore more inclined to innovate (Nutt, 2008). Many key 
determinants of innovation may still not be identified and suggest leadership as one of 
the issues to be considered in future research (Chang, Chang, Chang, Chi, Chen, & Deng, 
2012; Setiawan & Tjahjono, 2016). 
Transactional leadership is leadership that has a relationship between leaders and 
subordinates based on the principle of mutual benefit. Transactional leaders give their 
subordinates material or spiritual tools to be used to achieve the stated goals (Kara, Uysal, 
Sirgy, & Lee, 2013). Bass believes that transactional leadership builds the foundation for 
relationships between leaders and followers in terms of determine expectations, 
explaining responsibilities, negotiating contracts, and giving acknowledgment and 
appreciation for achieving expected performance. Applying transactional leadership 
means that followers agree with, accept, or obey the leader in return for praise, 
appreciation, and resources or to avoid disciplinary action (Bass, 1985). Gifts and 
acknowledgment will be given to employees who successfully carry out their roles and 
tasks (Bass, 1990). The roles and tasks given by the organization become the rationale for 
organizational learning aimed at developing new knowledge so that the company's 
human resources are not out of date, so that the skills and knowledge possessed by 
employees are dynamic and also improve organizational performance (Chang et al., 
2008). 
Organizational learning is a strategic tool for gaining competitive advantage and 
stabilizing organizational success by managing the knowledge. The aim of organizational 
learning is not only to increase employee knowledge and skills but also to develop it to 
become more flexible and dynamic according to the needs of the organization today 
(Saadat & Saadat, 2016). The concept of organizational learning capability (OLC) 
emphasizes the development of organizational knowledge the importance of creating, 
managing, and evaluating knowledge-based assets to achieve the integration of individual 
knowledge into the organizational level (Nonaka & Takeuchi, 1995). 
Innovation is considered as an individual or whole learning process that can find or create 
a new way to solve problems. The rapidly changed business environment has encouraged 
managers and researchers looking for new ways to improve an organization's ability to 
predict the need for change and adaptability for organizational sustainability. 
Organizational learning aims to enable organizations to adapt to a dynamic environment 
and improve organizational performance. Thus, organizational learning implies that 
leaders try to survive in today's complex operating environments (Goh & Richard, 1997). 
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Ultimately, innovation depends on the ability of organizations to learn through 
developed, distributed, and used of new knowledge (Chiva & Alegre, 2008). 
Literature Review and Hypotheses Development 
A. Transactional Leadership
Transactional leadership is an exchange representative where superiors and subordinates 
mutually influence each other so that each gets something of value (Kuhnert & Lewis, 
1987). In explaining this definition, one can define transactional leadership as a leadership 
approach based on a contractual agreement between a leader and his followers, where 
each party expects the other party to fulfill the agreed transaction requirements to ensure 
the continuity of the relationship between them (Penn, 2015). According to Bolden et al., 
20 these leadership approaches have become "traditional leadership models with their 
roots from the perspective of the organization or business in the" bottom line ". Thus, to 
ensure the achievement of performance (financial) leaders use the formation of 
parameters, guidelines, rules and certain performance standards plus the establishment 
of a reward and punishment system to enforce positive work behavior and prevent 
negative work behavior (Russell, 2011) .This situation illustrates that transactional leaders 
are more task-oriented or objective. 
According to Bass (1985) transactional leadership builds the foundation for relationships 
between leaders and followers in terms of determining expectations, explaining 
responsibilities, negotiating contracts, and giving recognition and appreciation for 
achieving expected performance. Showing transactional leadership means that followers 
agree to accept or obey the leader in return for praise, appreciation, and resources or to 
avoid disciplinary action. Given prizes and recognition depend on followers who 
successfully carry out their roles and tasks (Bass & Avolio, 1990). Specifically, transactional 
leaders are leaders who operate within the existing system or culture (as opposed to 
trying to change it) by: 
1. Trying to satisfy the needs of current followers by focusing on exchange and contingent
reward behavior; and
2. Pay attention to deviations, mistakes, and deviations and take action to make
corrections.
Transactional leadership in two dimensions: (1) contingent reward: exchange of contracts 
for business rewards, promise of rewards for good performance, and recognition of 
achievements; (2) management with exceptions (active), monitor and look for deviations 
from rules and standards, and take corrective actions in contingency and active 
management with exceptions (Bass, 1985). 
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B. Organizational Learning Capability (OLC)
Learning is the main source of competitive advantage. Learning is change, in other words 
in every organization that requires change to a positive evolution, then learning is a 
matter of habit (Bowen, Rose, & Ware, 2006). 
Senge (1990) has defined organizational learning as an ongoing process in which 
employees' individual knowledge is transformed into organizational knowledge. The 
function of organizational learning is to increase the level of science in the organization 
and gain a permanent competitive advantage, ie the power of learning faster than 
competitors is a competitive advantage for organizations. Some other functions in 
learning include: (1). Improving performance: learning is the most important way to 
improve performance in the long term and for the short term the organization utilizes the 
ability, commitment, and ability to learn at all levels of the organization and the best 
organization claim to be superior, (2). Empowerment of human resources, (3). Creativity 
and innovation, (4). Organizational learning uses public trust, understanding and science 
and increases the speed of transforming processes into learning organizations (Akhavan 
& Jafari, 2016). 
Organizational learning capability (OLC) is defined as the ability of organizations to apply 
management practices, structures, and procedures that are appropriate to facilitate and 
encourage learning. Goh & Richards (1997) use the following dimension constructs: 
1. Experimentation refers to the level of freedom that employees use to pursue new
ways of doing work and freedom to take risks and which new ideas and suggestions
can be used and realized.
2. The clarity of the mission and vision of the organization as a whole, and each unit in it,
needs to have a clearly articulated mission or goal. Employees need to understand this
mission and how their work contributes to achieving it.
3. Leadership commitment and empowerment is described as the role of leader in the
organization associated with the process in helping employees learn and bring about
behavior that is consistent with experimentation and change.
4. Knowledge transfer and integration consists of two closely related processes, which
occur simultaneously and are not sequential, namely: internal transfer and knowledge
integration. The effectiveness of these two processes is knowledge absorption capacity
which illustrates the lack of internal barriers that prevent the transfer of best practices
in the company
5. Team work and group problem solving refers to the level of team work in the
organization to solve problems and create new and innovative ideas.
C. Organization Innovativeness (OI)
Organization innovativeness Wang and Ahmed (2014) are defined as "the innovative 
ability of an entire organization to introduce new products to the market, or open new 
markets by combining strategic orientation with innovative behavior and processes". 
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Wang and Ahmed (2014) suggest a five-dimensional classification model for evaluating 
organizational innovation. These five dimensions consist of factor components of the 
construct of organizational innovativeness. These dimensions are behavior, products, 
processes, markets and innovation strategies. 
Relationship of Transactional Leadership On Organizational Learning Capability (OLC) 
Vargas (2015) describes the importance of building transactional leadership in improving 
organizational learning capability (OLC). Research by Majd (2017) conducted with the 
object of profit and non-profit business shows that transactional leadership has influence 
on the organizational learning capability. From several studies that have been conducted, 
the authors conclude that transactional leadership has influence on organizational 
learning capability (OLC) in small and medium businesses (SMEs). 
H1 : Transactional leadership has a positive and significant influence on organizational 
learning capability (OLC) in small and medium businesses (SMEs) in Kendari City. 
Relationship of Transactional Leadership On Organization Innovativeness (OI) 
Research conducted by Aga (2016) on project management of an organization explains 
that transactional leadership has positive influence on organization innovativeness. From 
these studies the authors draw the conclusion that transactional leadership has strong 
influence on organization innovativeness (OI) in small and medium businesses (SMEs). 
H2 : Transactional leadership has a positive and significant influence on organization 
innovativeness (OI) in small and medium businesses (SMEs) in Kendari City. 
Relationship Organizational Learning Capability (OLC) On Organization Innovativeness (OI) 
Research conducted by Onağ, Tepeci, and Başalp (2014) in several profit organizations 
states that there is a positive and significant influence between Organizational Learning 
Capability on Organization Innovativeness. This is reinforced by research conducted by 
Saadat (2015) which shows that organizational success is based on their organizational 
learning capability in dealing with a changing and evolving business environment. From a 
number of studies that have been conducted, the authors can draw the conclusion that 
organizational learning capability (OLC) has influence on organization innovativeness (OI) 
in small and medium businesses (SMEs). 
H3 : Organizational learning capability (OLC) has a possitive and significant influence 
on organization innovativeness (OI) in small and medium businesses (SMEs) in 
Kendari City. 
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Relationship Organizational Learning Capability (OLC) as mediator between Transactional 
Leadership and Organization Innovativeness (OI) 
Research conducted by Ebrahimi, Moosavi, Marzieh, and Chirani, (2016), conducted in 
manufacturing companies in Guilan Province revealed that organizational performance 
can mediate between transactional leadership in creating a climate of innovation in 
organizations. 
H4 : Organizational learning capability (OLC) can mediate the relationship between 
transactional leadership and organization innovativeness (OI) in small and medium 
businesses (SMEs) in Kendari City. 
Research Method 
Type of research in this study is quantitative research (Tjahjono, 2015), which can be 
interpreted as research stated in the form of numerical or numerical scales, used to 
examine populations or specific samples, collecting data using instruments, the data 
analysis is statistical, and aims to test hypotheses that have been formulated, then it will 
be tested using AMOS 22. The sampling technique used in this study was purposive 
sampling. In this study, the sample size is adjusted to the analysis model used, namely 
Structural Equation Modeling (SEM). In this regard, the sample size for SEM using the 
maximum likehood estimation (MLE) estimate is 100-200 samples. The primary data 
collection method in this study was carried out using a survey method, which aims to 
collect information from respondents using a questionnaire that contains a list of 
questions submitted directly to respondents, namely the small and medium businesses in 
the Kendari City area. Measurements in this study consist of numbers on empirical events 
according to certain rules. The most commonly used form is the Likert scale. 
Result and Discussion 
1. Description of Respondent Characteristics
Respondents in this study were SME entrepreneurs in Kendari City. The profile data used 
for respondents in this study were categorized by age, gender, and business periode. This 
study received 125 respondents so that the number of samples met the SEM rules. The 
following is the respondent profile data 
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Tabel  2 Respondent Profile Data 
Source: Primary data processed, 2019 
2. Instrument Validity and Reliability Analysis
Confirmatory/validity analysis is used to test building concepts using several measurable 
indicators. In the first confirmatory analysis, the loading factor value of each indicator is 
seen. The loading factor can be used to measure the construct validity and then a 
questionnaire can be said to be valid if the questions can express something measured by 
the questionnaire. The minimum number of loading factors is ≥ 0.5 or ideally ≥ 0.7. If there 
is an indicator value below 0.5, it would be taken out for further analysis. 
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Age 
Frequency Percent Valid 
Percent 
Cumulative 
Percent 
Valid <25 35 17,5 17,5 17,5 
26-35 129 64,5 64,5 82,0 
36-45 32 16,0 16,0 98,0 
>46 4 2,0 2,0 100,0 
Total 200 100,0 100,0 
Business 
Period 
Frequency Percent Valid 
Percent 
Cumulative 
Percent 
Valid 1-5 154 77,0 77,0 77,0 
6-10 39 19,5 19,5 96,5 
10-15 1 ,5 ,5 97,0 
>15 6 3,0 3,0 100,0 
Total 200 100,0 100,0 
Gender 
Frequency Percent Valid 
Percent 
Cumulative 
Percent 
Valid Laki-Laki 110 55,0 55,0 55,0 
Perempuan 90 45,0 45,0 100,0 
Total 200 100,0 100,0 
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Tabel 3 Validity Instrument Test 
Variable Item Estimate Information 
Transactional Leadership 
X7 ,658 Valid 
X6 ,550 Valid 
X5 ,696 Valid 
X4 ,760 Valid 
X3 ,529 Valid 
X2 ,615 Valid 
X1 ,470 No Valid 
Organizational Learning Capability 
Y1.1 ,317 No Valid 
Y1.2 ,351 No Valid 
Y1.3 ,746 Valid 
Y1.4 ,705 Valid 
Y1.5 ,615 Valid 
Y1.6 ,671 Valid 
Y1.7 ,721 Valid 
Y1.8 ,776 Valid 
Y1.9 ,748 Valid 
Y1.10 ,625 Valid 
Y1.11 ,652 Valid 
Y1.12 ,690 Valid 
Y1.13 ,564 Valid 
Y1.14 ,309 No Valid 
Y1.15 ,467 No Valid 
Y1.16 ,374 No Valid 
Y1.17 ,521 Valid 
Organization Innovativeness 
Y2.1 ,755 Valid 
Y2.2 ,420 No Valid 
Y2.3 ,753 Valid 
Y2.4 ,743 Valid 
Y2.5 ,568 Valid 
Source: Primary data processed 2019 
The reliability coefficient ranges from 0-1, the higher coefficient means that measuring 
instrument is more reliable. Reliability construct is good if the construct reliability has 
value ≥ 0,7 and the variance extracted value is ≥ 0,5. 
Tabel 4 Uji Reliabilitas Instrumen 
Variabel Construt Realibility Variance Extracted Information 
TSL 0,8 0,4 Reliabel 
OLC 0,9 0,5 Reliabel 
OI 0,8 0,5 Reliabel 
Sumber: Primary data processed 2019 
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Variance extracted test is conservative, reliability can be accepted even if the extracted 
variance is less than 0.50. So, it can be concluded that the questionnaire used for this 
study can declared reliable. 
3. Testing the Goodness of Fit Assumptions of the SEM Model
Figure 1 Result Test Goodness Of Fit
Source: Primary data processed 2019  
Table 5 Test the Significance of Variables 
Estimate S.E. C.R. P Explanation 
OLC <--- TSL ,067 ,108 ,625 ,532 Rejected 
OI <--- TSL ,042 ,109 ,383 *** Accepted 
OI <--- OLC ,786 ,135 5,845 *** Accepted 
Source: Primary data processed 2019 
Tabel 6 Indirect Effect Test Results 
Transactional Leadership 
Organizational Learning Capaility ... 
Organization Innovativeness ,044 
Source: Primary data processed 2019 
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Tabel 7 Tabel Hipotesis 
Hypothesis 1 in the study shows that transactional leadership has no effect on OLC. This 
shows that in small business organizations it is possible to have a leadership style that 
encourages quick and flexible and market-oriented decisions. Some things that are 
thought to play a role in explaining OLC include leadership that is transformational and 
serving can be considered in the future. 
Meanwhile, hypotheses 2 and 3 are supported empirically. Transactional leadership 
influences innovation in organizations. These results indicate that transactional 
leadership, which means maintaining a reciprocal relationship between employees and 
the organization fairly, has a fundamental role in building innovation. This result is 
supported by the AGA study (2016) and justice studies that play a role in the formation of 
positive behavior in organizations (Palupi & Tjahjono, 2016; Palupi, Tjahjono, & 
Fachrunnisa, 2019). Likewise, OLC has a positive effect on innovation supported 
empirically (Onag et al., 2014). Hypothesis 4 in this study is that the mediating role of OLC 
is not supported. Thus, the role of transactional leadership is quite important in explaining 
innovation in organizations. 
Conclusion 
Based on the results of statistical calculations that have been done, it can be seen that 
transactional leadership has no significant effect on organizational learning capability, 
which means that transactional leadership does not have an effect on improving 
organizational learning capability. This is certainly contrary to previous researchers, but 
there are several factors that could have produced these differences, namely: (1). 
No Hipotesis Explanation 
H1 Transactional leadership has a positive influence on 
organizatinal learning capability (OLC) 
Meaning: Transactional leadership has no influence in 
improving organizational learning capability (OLC) 
REJECTED 
H2 Transactional leadership has a positive influence on 
organization innovativeness (OI) 
Meaning: Transactional leadership can improve Organization 
Innovativeness 
ACCEPTED 
H3 Organizational learning capability (OLC) has a positive effect 
on organization innovativeness (OI) 
Meaning: Organizational learning capability can improve 
organizational innovativeness (OI) 
ACCEPTED 
H4 Organizational learning capability (OLC) mediates the 
relationship between transactional leadership and 
organizational innovativeness (OI) 
Meaning: Organizational learning capability cannot be a 
mediator in the transactional leadership relationship to 
organization innovativeness 
REJECTED 
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Research Object, research in this object is a small and medium business which is a profit 
business while previous research combines the use of profit and non-profit businesses in 
research; (2). Culture, situations and conditions of research objects can produce different 
perspectives in answering questions about transactional leadership; (3) There is a 
stronger influence on organizational learning capability than other leadership styles, 
namely transformational leadership. 
Based on the results of statistical calculations that have been done, it can be seen that 
transactional leadership has a positive and significant effect on the achievement of 
organization innovativeness. That is, the better the transactional leadership is applied, the 
better process of creating innovation in organizations to face increasingly fierce 
competition. Transactional leadership can guide an organization to innovate through 
work processes. A well-organized work process will make the organization have an 
opportunity to excel and be able to innovate through the work process of their 
organization. The results of this study are supported by previous research conducted by 
AGA (2016) which states that transactional leadership has a positive and significant effect 
on the achievement of organizational innovation. 
Based on the results of statistical calculations that have been done, it can be seen that 
organizational learning capability has a positive and significant effect on the achievement 
of organizational innovativeness. That is, the better the organizational learning capablity 
is applied, it will improve the process of creating innovation in organizations to face 
increasingly fierce competition. Organizational learning capability can provide an analysis 
of work procedures or processes that cover every level in the organization to create 
innovation. Innovation creation can be adopted quickly to all parts of the organization 
only if the organization has a fast and responsive learning process. The results of this study 
are supported by previous research conducted by Onağ et al., (2014) which states that 
organizational learning capability has a positive and significant effect on the achievement 
of organizational innovation. 
Based on the results of statistical calculations that have been done, it can be seen that 
organizational learning capability does not mediate transactional leadership towards 
achieving organizational innovativeness. This can be seen through the value of the indirect 
effect between transactional leadership on innovativeness organizations that have a 
smaller value than the value of the direct influence between transactional leadership and 
innovativeness organizations. Conceptually this is supported by the research of Rianse, et 
al (2015) which states that organizational learning capability does not mediate 
transactional leadership relationships to improve organizational innovativeness. 
Suggestion 
This research has heterogeneous respondents, which includes all types of small and 
medium businesses in the city of Kendari so that there is a possibility of bias respondents. 
Future studies are expected to examine more deeply about one type of business that is 
homogeneous. 
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Based on the results of the study, the authors suggest that SMEs should make the learning 
process something that should be taken into consideration in making decisions to prepare 
their businesses to be superior in innovation. 
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